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Students’ Department
Edited by H. A. Finney
Assisted by H. P. Baumann
AMERICAN INSTITUTE OF ACCOUNTANTS EXAMINATIONS
(Note.—The fact that these solutions appear in The Journal of Account
should not lead the reader to assume that they are the official solutions
of the board of examiners. They represent merely the personal opinions of
the editors of the Students' Department.)
ancy

Examination in Accounting Theory and Practice—Part II
(Continued)

November 13, 1925, 1 p.

m. to

6 p. m.

The candidate must answer all the following questions:
No. 2 (18 points):
You are required to make a financial investigation of a large machine plant
engaged in the manufacture, to order, for the trade, of tools, jigs, etc., for the
five years ended December 31, 1924. In the course of your examination of the
charges to the fixed asset accounts for the period, you find that practically all
the additions to fixed assets for the five years have been made in the company’s
own shops as these additions consist principally of dies, jigs, patterns and
similar machine equipment.
No additions to the real estate or buildings of the company were made during
the five years.
During the examination you elicit from the company’s books the data set
forth in the following tabulation:
Year

Net profit
from
operations

Additions
to fixed
assets

Factory overhead
charged to:

Operations

Percentage
of idle time
(Normal
Fixed asset percentage
accounts

20%)

Percentage
of
overhead to
productive
labor

$10,000
18
98
1920......... . $270,000 $25,000 $200,000
120,000
27,000
50,000
50,000
38
180
1921.........
175,000
15,000
35,000
23
105
1922......... . 105,000
225,000
5,000
13,000
90
1923........ . 225,000
17
135,000
25,000
1924.........
90,000
200
44,000
41
Discuss fully the problems to be considered involved in your verification
of the charges to fixed asset accounts for the five years, and if there is any divi
sion of opinion among accountants in theory, as to the propriety of any of the
elements of these charges, present both viewpoints. Indicate, without using
figures, the nature of the adjustments, if any, that you would make in view of
the disclosed facts.
Solution:
The manufacture in a company’s own plant of machinery and equipment
which becomes a part of its fixed assets, raises the question of the proper amount
to be charged to the fixed-asset accounts for such items. Accountants agree
almost unanimously that such charges should include no element of profit.
This opinion is based on the theory that there can be no profit to a company
on work done for itself, and that only when goods or services are sold to out
siders is a profit realized.
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The argument is sometimes advanced that in cases where fixed assets are
produced in its own plant at a cost which is less than the market price which
would have to be paid were such assets purchased from outsiders, a company is
entitled to treat such excess of market price over cost as an operating profit.
Such procedure would be a confusion of savings with profits. While no profit
is realized in such a case, there is a saving which will be reflected subsequently
in increased profits due to smaller depreciation charges. The question of profits
on work done by a company in constructing its own fixed assets, while not
directly raised by the problem, is pertinent. Accountants generally are of the
opinion that profits should not be taken on such work and, to the extent that
factory overhead is improperly taken into construction cost instead of into
operation charges, operations are relieved of a portion of their proper charges,
and the operating profits are correspondingly overstated by charges to fixed
assets.
While it is generally recognized as improper to charge fixed-asset accounts
with the market price of machinery and equipment which are produced in a
company’s own plant at a cost which is less than such market price, it is con
tended by some accountants that in cases where cost of production in its own
plant exceeds the market price the company should charge the fixed-asset ac
counts with no greater amount than would have been required to pay for the
assets if purchased from others. This is, of course, the conservative practice,
and the fact that so drastic a rule is advocated is indicative of the attitude of
accountants toward any possible inflation of the fixed-asset accounts as a
result of the production of equipment for the producer’s own use.
Where cost is taken as the basis of charges to fixed-asset accounts, there is
some divergence of opinion as to whether or not this cost should include any
portion of the factory overhead. Those who oppose such inclusion claim that
inasmuch as plant facilities exist for the ordinary productive operations of the
business and not for the purpose of constructing fixed assets, the overhead
charges should be applied to such operations and not to construction work.
Those who take this view frequently maintain that the plant facilities can be
extended toconstruction work without considerable increase in factory overhead.
A somewhat less radical position is taken by other accountants, who believe
that any increase in overhead charges directly traceable or applicable to such
construction work should be included in its cost, excluding such factory over
head as is fixed and remains unchanged whether or not any construction work
is undertaken. It is argued that to relieve operating costs of any portion of
overhead charges pertaining thereto by charging construction with a part of
the overhead results in reality in an understatement of operating costs and a
consequent overstatement of profits and surplus, making possible a payment
of dividends out of capital.
The answer to this argument by those who advocate the inclusion of a full
share of factory overhead in construction costs is that overhead is applicable
to whatever receives the benefit thereof and differs from direct labor and mate
rial costs only in directness of application and not in its nature as a necessary
part of the total cost. It is further contended that since overhead is always a
part of the cost of fixed assets purchased from others its inclusion in the cost
of construction can not in itself be regarded as an overstatement of the value
of the asset. It is further pointed out that plant facilities are sometimes in
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tended for the manufacture of machinery and equipment to be used in the
business, thus overcoming the presumption that overhead is incurred primarily
for productive operations as distinguished from construction work.
If it be decided that fixed assets constructed in a company’s own plant should
be charged with their full share of factory overhead, another question arises
as to the advisability of including in the costs of work done the actual overhead
incurred regardless of the fact that the ratio of overhead to direct labor may be
excessive because of an abnormal percentage of idle time. This is specially
pertinent in the case of construction work and costs, because construction
is usually undertaken to a greater extent during periods of curtailed operations.
By idle time, as the expression is used here and as it appears to be used in the
problem, is meant idleness of plant facilities because of an insufficient volume
of work to keep them fully occupied, and not lost time or waiting time which
occurs incidentally in the normal course of operations, and is usually treated
as a necessary part of normal factory overhead.
It is the belief of many accountants that work done in a period of restricted
operations should not be burdened with the entire overhead of a plant designed
and equipped for a much larger volume of business. They advance the argu
ment that the cost of a manufactured article is no greater when part of the
plant facilities are idle than when they are all in use, and that costs or losses
incurred through the idle facilities are not applicable to work done with the
facilities in use. There are two ways in which factory overhead applicable to
idle plant facilities may be treated. First, it may be charged directly to profit
and loss. Second, it may be treated as a deferred charge against future opera
tions. In using the second method, it is common practice to carry an account
to which is charged unabsorbed overhead in periods of reduced operations, and
to which is credited over-absorbed overhead in periods when operations are
at a rate greater than normal. The theory is that the unabsorbed overhead in
certain periods is counterbalanced by over-absorbed overhead in other periods,
the result being that the entire overhead is thereby included in total costs over
a period of years.
A somewhat more conservative practice is to treat under-absorbed and over
absorbed overhead in this manner in the cost records, but in the financial
records of the company to charge or credit the balance of the account to profit
and loss at the end of each fiscal period to avoid carrying it as either a deferred
charge or a deferred credit to future operations.
The view opposite to this is that all costs applicable to any period, including
all of the factory overhead, must be applied to the output of that period. If a
business has plant facilities in excess of its needs at certain times, thereby
entailing excessive overhead charges, it is unfortunate but nevertheless a fact
which can not be avoided. The costs for any period are actual, it is said, and
must necessarily apply to the work done during the period and not to that
which may be done in the future.
As long as a plant manufactures only goods for sale and not assets for use in
its own plant, the practice of charging each period’s production—be it larger
or smaller than normal—with the actual costs of that period is, of course, a
conservative one with respect to that portion of the product which is sold.
However, in the case of product remaining in inventory, there is a danger of
overstating the value of the inventory. If the inventory is relatively small,
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however, or if it is valued at market because market is lower than cost, the
matter of inventory valuation becomes comparatively unimportant.
In the case of production for sale it would seem to be merely a matter of
policy as to whether all factory overhead should be charged to operations, or
part only be charged to operations and the balance to profit and loss directly.
The latter method would of course be more conservative with respect to
inventory valuations in cases where such valuations are based on cost.
When, however, a company manufactures its own fixed assets, it becomes
important to consider whether overhead charges should include actual over
head regardless of the question of plant idleness, or whether such idleness is
to be considered in determining the amount of overhead charges to work done.
Since the construction of fixed assets is usually undertaken in periods of cur
tailed production, the inclusion of all overhead costs will almost invariably
result in a much higher cost than would ordinarily occur. This will result in an
overstatement of the value of the fixed assets on the company’s books and larger
depreciation charges in future periods. It would seem, therefore, that con
servative practice calls for the exclusion of overhead applicable to idle plant
facilities in so far as the construction of fixed assets is concerned.
In this problem it appears that charges to fixed-asset accounts for overhead
in certain years have been excessive. In 1921 and 1924, years in which the idle
time was 38 per cent. and 41 per cent., respectively, the overhead was unusu
ally high in proportion to productive labor—due in all probability to including
in the overhead that which applied to idle plant facilities.
The following computation shows the amount of labor presumably charged
into the cost of fixed assets constructed during each of the five years:

(Schedule I)
Computation of labor cost of fixed assets

Year

1920....................
1921....................
1922....................
1923....................
1924....................

Percentage
of idle
time

Overhead
charged to
fixed assets

Ratio of
overhead to
labor

Labor
charged to
fixed assets

18%
38
23
17
41

$10,000.00
27,000.00
15,000.00
5,000.00
25,000.00

98%
180
105
90
200

$10,204.08
15,000.00
14,285.71
5,555.55
12,500.00

It will also be noted that 1921 and 1924, years of high percentages of idle
time and of small profits, as shown by the problem, were years of relatively
large production of fixed assets.
The following table shows the computation of the amount of material enter
ing into the cost of fixed assets constructed. In making this computation it is
assumed that no profit was taken on the construction of fixed assets, and that
the total cost of the fixed assets included the amount of overhead stated in the
problem, the amount of direct labor computed in the foregoing tabulation and
material for the remainder, as computed in schedule 2.
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(Schedule 2)

Year

Computation of material cost of fixed assets
Total
Overhead
Labor
overhead
Total
and labor
cost

1920......... . $10,000.00
1921.........
27,000.00
1922........
15,000.00
1923.........
5,000.00
1924........ . 25,000.00

$10,204.08
15,000.00
14,285.71
5,555.55
12,500.00

$20,204.08
42,000.00
29,285.71
10,555.55
37,500.00

Material
(remainder)

$25,000.00
50,000.00
35,000.00
13,000.00
44,000.00

$4,795.92
8,000.00
5,714.29
2,444.45
6,500.00

The following table shows the prime cost of the fixed assets, including the
labor and material costs as computed above and the ratios of labor and material
costs to the total prime cost:

(Schedule 3)

Prime costs of fixed assets
Labor
Material

Year
1920...........
1921...........
1922...........
1923...........
1924...........

Amount Percentage of Amount Percentage of
prime cost
prime cost
$10,204.08 68.0%
15,000.00 65.2
14,285.71 71.4
5,555.55 69.4
12,500.00 65.8

$4,795.92
8,000.00
5,714.29
2,444.45
6,500.00

32.0%
34.8
28.6
30.6
34.2

Prime
cost
$15,000.00
23,000.00
20,000.00
8,000.00
19,000.00

Examination of these figures discloses the fact that the productive labor and
material costs bore a fairly constant relation to each other. The following
table, however, shows a very wide fluctuation in the ratio of overhead costs
to prime cost:

(Schedule 4)
Computation of ratios of overhead to prime cost

Year

Prime cost

Overhead

Ratio of
overhead to
prime cost

1920...........................................
1921...........................................
1922...........................................
1923...........................................
1924...........................................

$15,000.00
23,000.00
20,000.00
8,000.00
19,000.00

$10,000.00
27,000.00
15,000.00
5,000.00
25,000.00

66.7%
117.4
75.0
62.5
131.6

To charge fixed assets with overhead at the excessive rates shown for the
years 1921 and 1924 would certainly result in an overstatement of the true
costs of such assets. The amount of the reduction will depend upon the view
adopted with respect to normal overhead. If charges to fixed assets are to
include normal overhead, then only the amount of overhead for any year
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applicable to idle plant facilities would need to be written off. With a normal
idle time of 20 per cent., and with rates of overhead to labor varying from 98
per cent. in a year of 18 per cent. idle time to 105 per cent, in a year of 23 per
cent. idle time, it would appear that approximately 100 per cent. would be the
normal rate of overhead to direct labor.
If, however, the more radical position is to be taken that all normal overhead
is to be charged to operations, and that fixed assets are to be charged with only
the overhead directly applicable to or occasioned by construction work, the
amount of such overhead would have to be determined and the remainder
written off. This radical treatment would appear to be improper in the case
of a business of this nature, which apparently makes a practice of continually
producing fixed assets for its own use, and hence normally incurring overhead
for the purpose of constructing fixed assets.
The amount written off from the fixed-asset accounts must of course be
charged against earned surplus because of the fact that operations have been
relieved of the amount of excess overhead charged to the fixed-asset accounts.
It will also be necessary to adjust the depreciation-reserve accounts apply
ing to the assets written down. The depreciation previously charged on the
excessive amounts now to be written off will have to be credited to earned sur
plus as representing excessive depreciation charged in prior years.
The journal entries for such adjustments will be as follows:

Earned surplus......................................................... $------------Fixed assets......................................................
To charge to surplus account the amount of ex
cessive charges to fixed-asset accounts for fac
tory overhead in the following years:
(State years and amounts.)

Reserve for depreciation........................................ $------------Earned surplus.................................................
To credit to surplus account the amount of
excessive depreciation charges resulting from
the inclusion in fixed-asset accounts of exces
sive charges for factory overhead, as follows:
(Give detail.)

$-------------

$-------------

It should be noted that the fixed assets referred to in this problem consist
of tools, jigs, patterns, etc. The lives of such assets are very uncertain.
Obsolescence has an important bearing on their value and special care is
always required in verifying accounts for such assets. It is assumed, however,
that comment on this feature of the verification is not required by the problem.

No. 3 (32 points):
F. Burden, a store fitter, trading alone and personally conducting all his
business transactions, keeps no books of account except a cash book and a
job book.
He requests you to make an inspection of these records and any other data
available and, after making adjustments and such provisions for reserves as
you think necessary, to prepare a profit-and-loss account for the calendar year
1924 and relative balance-sheet.
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From the bank pass-book, cancelled cheques and cash book, you obtain the
following information:
Receipts:
Deposited in bank............................................................................
$86,577
Amounts not deposited...................................................................
74,375
$160,952
Made up as follows:
For work done.............................................................................. $137,564
Repayments of second mortgage on house sold.........................
2,063
Rentals, new stores.........................................................................
665
Deposit on sale of house (see notations).....................................
1,000
Mortgage obtained on new stores................................. $12,500
Less expenses...............................................................
415
-----------12,085
Mortgage interest on house sold...................................................
289
Advances by F. Burden for payrolls............................................
4,209
Old personal loans repaid...............................................................
3,012
Miscellaneous.............................................................
65
$160,952
Payments:
Cheques drawn................................................................................
$88,220
Cash........................................................................
72,457
$160,677
Comprising the following:
Wages (cash)................................................................................
$70,775
Sub-contractors for labor................................................................
2,341
Material purchased.........................................................................
48,083
Working expenses......... ...................................................................
7,765
Burden’s personal drawings...........................................................
1,953
Part cost of house sold, 1923 account (see notations)..................
1,755
Cost of new stores and apartments—
Balance of cost of land............................................... $4,000
Buildings (frame and stucco)....................................... 20,141
---------24,141
New trucks (see notations)............................................................
747
Cheque to bank for note receivable for work done, returned
unpaid.......................................................................................
2,044
Loan, personal, to B. Kerr.............................................................
700
Interest on mortgage, new store...................................................
373
$160,677

No record was in evidence of the balances of cash on hand or at the bank at
January 1,1924. The balance at the bank on December 31, 1924, after deduct
ing outstanding cheques, was $2,267.61. There was no cash on hand at this
date.
The following cash receipts and payments had not been entered in the cash
book:
Traveling and business expenses paid......................................... $631
Bonds purchased as an investment..............................................
400
Additional advances by Burden for payrolls.............................. 2,519
Deposit paid on land bought for new stores...............................
500
and the transactions as follow were also omitted from the books, except where
noted:
The house sold in 1924 was built in 1923; the payments made during 1923
were $1,750 for the land and $10,042 for the building; the balance paid in 1924
($1,755) is included in cash payments recorded. The house was sold in 1924
for $15,850 less selling expense $425, a deposit of $1,000 (duly recorded) having
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been received in cash. An existing first mortgage of $6,500 was transferred to
the purchaser and Burden took a second mortgage for the balance of the price
repayable by instalments.
On March 1,1924, two new trucks (maker’s list price, $750 each) were bought
for $747 (as recorded), two old trucks being traded in, as part payment, at an
estimated loss of $445. Another truck was also in use which cost $800 in
January, 1922. A new passenger car, used for business, was bought July 1,1924,
for $1,500 and paid for in cash, no entry therefor appearing on the books.
On January 1, 1924, materials on hand were $5,810 (cost) and accounts
receivable (good) were $1,853.
At December 31, 1924, the inventories, etc., showed the following:
Materials on hand (cost) paid for.............................................. $4,351
Materials on hand not paid for...................................................
9,032
Expense bills, 1924, unpaid.......................................................
143
Accounts receivable (good) for work done................................ 20,606
Accounts receivable (doubtful), including dishonored note of
$2,044, total $2,904, estimated value...................................
1,452
The total liability for workmen’s compensation and other insurance to
December 31,1924, for which accounts had not been delivered, was estimated
at $1,100.
Prepare the necessary accounts and balance-sheet as at December 31, 1924.
Solution:
In solving this problem it seems desirable to prepare working papers show
ing the assets, liabilities and capital at the beginning of the year; the entries for
transactions during the year, and the balances at the end of the year. The
assets and liabilities at the beginning of the year are determined largely from
information contained in the statement of transactions for the year. For
instance, the fact that cash is received for old personal loans indicates that
these loans existed as assets at the beginning of the year. It is assumed that
no cash was on hand at the beginning of the year. The cash in bank is deter
mined by working back from the balance at the end of the year.
Note 1—Computation of balance in bank, December 31, 1923:
Balance, December 31, 1924.........................................
Withdrawals from bank during 1924...........................

$2,267.61
88,220.00

Total..........................................................................
Less deposits during 1924..............................................

$90,487.61
86,577.00

Balance, December 31, 1923..................................

$3,910.61

Note 2—Computation of charges for service:
Collections.................................................... $137,564.00
Less note charged back by bank...................................

2,044.00

Net collections............................................................ $135,520.00
Accounts receivable, December 31, 1924:
Good..........................................................................
20,606.00
Doubtful.......................................................................
2,904.00

Total.......................................................................... $159,030.00
Less accounts receivable,December 31,1923................
1,853.00

Billings during 1924..................................................... $157,177.00
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$164,048.00

$163,886.00

631.00 W
400.00 X

70,775.00 K
2,341.00 L
48,083.00 M
7,765.00 N
1,953.00 O
1,755.00 P
4,000.00 Q
20,141.00 R
747.00 S
2,044.00 T
700.00 U
373.00 V

$415.00 F

Total cash accounted for—forw ard...

2,519.00 Y

289.00 G
4,209.00 H
3,012.00 I
65.00 J

$137,564.00 A
2,063.00 B
665.00 C
1,000.00 D
12,500.00 E

425.00 b
1,500.00 f
$3,910.61

$3,910.61

Transactions during
the year

Cash — unrecorded :
Traveling and business expenses.....................
Bonds purchased .................................................
Advances by Burden for payroll.......................
Selling expense on house ....................................
Passenger car .......................................................

Cash —recorded:
Bank balance, December 31, 1924 (note 1). ...
Accounts receivable ............................................
Collections on second mortgage ........................
Rentals —new stores ...........................................
From purchaser of house ...................................
Mortgage on new stores .....................................
Mortgage expense ................................................
Mortgage interest collected...............................
Advanced by Burden for payroll ......................
Old personal loans repaid ...................................
Miscellaneous (assumed to be income)............
Wages paid ...........................................................
Subcontractors for labor.....................................
Material purchased .............................................
Working expenses................................................
Burden ’s personal drawings ...............................
Payments on house .............................................
Payment on land .................................................
Payment for buildings ........................................
New trucks ...........................................................
Cheque returned by bank ..................................
Loan to B. K err ...................................................
Mortgage interest paid .......................................

W orking Papers
Balances at beginning
of the year

the year

Balances at end of
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1,853.00

5,810.00

$3,910.61

£14,585.61
Totals forward .........................

Services billed ..........................................................
B. Kerr, loan ...........................................................
Old personal loans:
3,012.00
Balance, December 31, 1923.........................
Collected during the year ..............................

Accounts receivable:
Balance, December 31, 1923.........................
Cash collections...............................................
Cheque returned by bank ..............................
Billed for services (note 2). ........................
Balance, December 31, 1924.........

Inventory ..........................................
Used ...................................................

Materials:
Inventory, December 31, 1923.....................
Purchased for cash ..........................................
Purchased on account .....................................
Balances, December 31, 1924:

....

Total cash accounted for—forward
Cash unaccounted for:
Balance, January 1, 1924......
$3,910.61
Receipts ........................................ 163,886.00
T otal ......................................... $167,796.61
Disbursements............................. 164,048.00
Balance .........................................
$3,748.61
Balance in bank, Dec. 3 1 st. ...
2,267.61
Unaccounted for—assumed to have
been drawn by Burden
$1,481.00
Balance, December 31, 1924.................................

of the year

Balances at beginning

$380,922.00

700.00U

2,044.00 T
157,177.00 i

48,083.00 M
9,032.00 g

$163,886.00

$463,282.00

3,012.00 I

157,177.00 i

137,564.00 A

1,481.00 m

$164,048.00

Transactions during
the year

W orking P apers (Continued)

$157,177.00

$89,402.61 $157,177.00

700.00

23,510.00

13,383.00
49,542.00

$2,267.61

Balances at end of
the year

Students’ Department

$1,750.00
10,042.00
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Totals forward .........................

Second mortgage receivable:
Collections........................................................
Face ...................................................................
Balance, December 31, 1924.................

Old trucks:
Traded in during 1924—value at December 31,
1923 (note 3 ) ..........................................
Entry for trade-in ...................................
Bought in 1922................................................
Loss on old trucks ...................................................
F. Burden, capital, Dec. 31, 1923........................

Mortgage on house:
Balance, December 31, 1923.........................
Assumed by purchaser of house ...................

Deposit.................................................................
Sale price ..............................................................
Mortgage assumed ..............................................
Second mortgage .................................................

Purchase of house:

T otal .................................................
Costs in 1924.......................................................
Cost of house sold ...............................................

Building....................................

Land ......................................

House sold in 1924:
Costs in 1923:

Totals forward .........................................

21,875.61

6,500.00

$28,375.61 $28,375.61

800.00

1,198.00

11,792.00

$14,585.61

Balances at beginning
of the year

$413,822.00

8,350.00 d

445.00 e

6,500.00 c

15,850.00 a

1,755.00 P

$380,922.00

6,287.00

800.00
445.00
21,875.61

$89,402.61 $157,177.00

Balances at end
of the year

$495,940.00 $91,934.61 $179,052.61

2,063.00 B

1,198.00 e

6,500.00 c
8,350.00 d

1,000.00 D

13,547.00 a

$463,282.00

Transactions during
the year

W orking P apers (Continued)
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Balances at end
of the year

307
........................................ $501,463.00
Totals forward ..........................

T otal .........................................................
Working expenses................................................... 7,765.00 N
631.00W
Traveling and business expenses..........................
143.00 h
Expenses unpaid .....................................................
1,452.00 j
Bad debts ($2,904-$ 1,452)............................
Reserve for bad debts ............................................
1,100.00 k
Insurance .................................................................
F. Burden — Cash withdrawn:
1,953.00 0
Recorded drawings.........................................
1,481.00 m
Unrecorded drawings.....................................
Total .........................................................

F. Burden— Cash invested during year:
Recorded advances for payrolls ..................
Unrecorded advances for payrolls ................
Deposit on land for store ..............................

$505,574.00

1,452.00 j

4,209.00 H
2,519.00 Y
500.00 Z

$184,575.61

3,434.00

1,100.00

7,765.00
631.00
143.00
1,452.00

$188,686.61

1,452.00

7,228.00

$413,822.00
$495,940.00
$91,934.61 $179,052.61
Totals forward ........................
665.00 C
665.00
Rentals new store ...................................................
289.00 G
289.00
Mortgage interest collected ...................................
70,775.00 K
70,775.00
Wages paid ...............................................................
2,341.00 L
2,341.00
Subcontractors for labor ........................................

Transactions during
the year

W orking P apers ( Continued)
Balances at beginning
of the year
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$530,717.00

$213,829.61 $213,829.61

$530,717.00

Totals ........................................................

J 65.00

2,303.00

10,275.00

9,032.00 g
143.00 h
1,100.00 k

65.00

425.00

373.00
400.00

Accounts payable:
For materials .......................................................
“ expenses.........................................................
“ insurance .......................................................
T otal ..................................................................

425.00 b

2,303.00 a

New truck:
Cash ......................................................................
Old trucks traded in ...........................................
T otal ..................................................................

373.00 V
400.00 X

747.00 S
753.00 e

New passenger car ...................................................

Mortgage interest paid ...........................................
Bonds purchased .....................................................
Profit on sale of house:
Gross profit...........................................................
Selling expense .....................................................
Miscellaneous income .............................................

1,500.00

1,500.00 f

T otal .................................................................

1,500.00

24,641.00

4,000.00 Q
20,141.00 R
500.00 Z

$505,574.00 $184,575.61 $188,686.61
12,500.00 E
12,500.00
415.00 F
415.00

$501,463.00

Balances at end
of the year

Totals forward .........................................
Mortgage on new stores .........................................
Mortgage expense ...................................................
Cost of new stores:
Balance of land ....................................................
Buildings ...............................................................
Land, paid by Burden ........................................

W orking P apers ( Continued)
Balances at beginning
Transactions during
of the year
the year
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Note 3—Computation of book value at December 31,1923, of trucks traded
in for new ones during 1924:
Maker’s list price of two new trucks...........................
$1,500.00
Cash paid in purchase thereof........................................
747.00
Allowance for old trucks.................................................
Estimated loss on old trucks...........................................

$753.00
445.00

Total..........................................................................

$1,198.00

F. Burden

Statement of income and expense for the year ended December 31, 1924

Services billed...................................................................................... $157,177.00
Less cost of services:
Materials used............................................... ............ $49,542.00
70,775.00
Wages............................................................. ............
2,341.00
Subcontractors for labor.............................. ............
7,765.00
Working expenses paid.............................. . ............
143.00
Expenses unpaid......................................... ............
631.00
Traveling and business expenses............... ............
Total.....................................................
Net service income.........................................
Profit on sale of house:
Gross profit..................................................
Less selling expenses...................................

............
............
............
............

131,197.00
$25,980.00

$2,303.00
425.00
----------------

Rentals—New store and apartments.......... ............
Mortgage interest collected........................... ............
Miscellaneous income..................................... ............

1,878.00
665.00
289.00
65.00

............

$28,877.00

Total income........................................
Deduct:
Loss on trucks traded in........................
Bad debts.....................................................
Insurance......................................................
Mortgage expense.......................................
Mortgage interest.......................................

............
............
............
............
............

$445.00
1,452.00
1,100.00
415.00
373.00

Total..................................................... ............

3,785.00

Net income....................................................... ............

$25,092.00
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F. Burden
Statement of capital account for the year ended December 31, 1924
Balance, December 31, 1923..............................................................
Investments during the year.............................................................
Net income...........................................................................................

$21,875.61
7,228.00
25,092.00

Total..........................................................................................
Less withdrawals.................................................................................

$54,195.61
3,434.00

Balance, December 31,1924...............................................................

$50,761.61

F. Burden
Balance-sheet, December 31, 1924.
Assets

Cash...............................................................
Accounts receivable:
For service............................................ $23,510.00
Less reserve for bad debts.............
1,452.00
--------------- $22,058.00
B. Kerr, personal loan........................
700.00
--------------Bonds owned...........................................
Second mortgage.....................................
Materials..................................................
New stores and apartments...................
Trucks and passenger car......................

$2,267.61

22,758.00
400.00
6,287.00
13,383.00
24,641.00
3,800.00
$73,536.61

Liabilities
Mortgage on new store and apartments
Accounts payable....................................
F. Burden, capital...................................

$12,500.00
10,275.00
50,761.61

$73,536.61
The foregoing statements do not include any provision for depreciation of
the trucks and passenger cars, or of the new stores and apartments. A reason
able guess might be hazarded as to the depreciation of the trucks and the pas
senger car, computed at an annual rate of about 20 per cent. with consideration
given to the dates of purchase in mid-years. However, there seem to be no
data as to the time of completion of the new stores and apartments, and without
this information it is impossible to compute depreciation on that asset.

310

Students' Department
No. 4 (15 points):
Construct a skeleton balance-sheet for an industrial concern inserting the
following items in their respective proper places:
(1) Federal taxes for 1919, $58,000.00 proposed to be assessed but disputed
and still in process of negotiation.
(2) Sinking fund cash $10,210.00.
(3) Sinking fund reserve $85,000.00.
(4) Company's own bonds purchased with sinking fund cash for $56,710.92;
par value $75,000.00.
(5) Appropriated from surplus as "insurance reserve” $65,000.00. (Com
pany carries its own insurance.)
(6) Reserve for accidents $10,000.00 by a charge to operating expense.
(Claims arising from accidents aggregate $100,000.00.)
(7) Stock subscriptions unpaid aggregating $75,000.00. These are due
three months from the balance-sheet date.
(8) The common stock is “no par.” Part has been paid in at $5, part at
$7.50 and part at $10.00 per share.
(9) $50,000.00 of bonds outstanding are due one month following the
balance-sheet date.
Solution:
(1) In the accompanying balance-sheet a surplus reserve has been set up for
$58,000, the proposed additional federal tax assessment for 1919. This has
been done on the assumption that the directors established the reserve as a
conservative measure. When the proposed assessment becomes a definite
one, a current-liability account should be set up by charge to the reserve. Any
amount remaining in the reserve would be returned to surplus, and if the assess
ment should prove to be more than $58,000 the excess would have to be charged
to surplus.
(2) Sinking-fund cash shown as part of fund.
(3) The sinking-fund reserve is part of the surplus, and is shown as a surplus
reserve.
(4) If the company’s own bonds purchased with sinking-fund cash were
canceled, the outstanding bonds would be reduced and the discount on pur
chase would be credited to surplus. The following balance-sheet is constructed
on the assumption that the bonds are held alive in the fund. The discount
may be amortized over the remaining life of the bonds, or the securities may
be carried in the fund at cost.
It is noted that the sinking fund is less than the reserve. This may indicate
that the company is delinquent in its sinking-fund requirements, or there may
be other securities in the fund. On the other hand, the purchase of $75,000
par value of bonds, together with the cash of $10,210, may meet the require
ments indicated by the balance of the reserve.
(5) The insurance reserve is shown as a part of the surplus since it is a pro
vision for a loss which has not yet been incurred.
(6) The reserve for accidents, in the amount of $10,000, is assumed to repre
sent the estimated amount of the liability which will finally arise out of the
pending claims of $100,000. For that reason it is shown as a liability.
(7) Since the stock subscriptions are due in three months from the balancesheet date they are shown as an asset, but not as a current asset. If they were
not currently due they would be deducted from the capital stock.
(8) The no-par common stock would be shown at the amount received for it,
but there is no necessity of detailing the several amounts received at the differ
ent prices.
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(9) Since $50,000 of the bonds outstanding are due one month following the
balance-sheet date, this amount is set out as a current liability.
Name of Company

Balance-sheet—date

Assets

Current assets:...............................................................
Cash........................................................................
Accounts receivable..............................................
Less reserve for doubtful accounts.............
Notes receivable...................................................
Inventories:............................................................
Finished goods...............................................
Work in process............................................
Raw materials...............................................
Subscriptions to capital stock.....................................
$75,000.00
Sinking fund for such and such bonds:
Cash.........................................................................
$10,210.00
Company’s such and such bonds (par value
$75,000) cost..........................................................
56,710.92
--------------- 66,920.92
Deferred charges:
Unexpired insurance.............................................
Prepaid capital-stock tax.....................................
Unamortized bond discount................................

Current liabilities:
Accounts payable..................................................
Such and such bonds, due (month hence)............
$50,000.00
Notes payable............................................................
Reserve for accidents....................................................
$10,000.00
Bonds (description) of which $75,000, par value, are
held in the sinking fund.................................
Capital:
Capital stock, no par value (at price obtained, but
not in detail)......................................................
Surplus:
Appropriated:
Reserve for insurance...................................
$65,000.00
Reserve for sinking fund..................................
85,000.00
Reserve for contingencies (really taxes)........
58,000.00
Free.........................................................................
Total surplus..................................................
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